T he outlook on national health spending for the period 2014-24 primarily reflects the effects of the major coverage expansions in the Affordable Care Act (ACA), stronger economic growth relative to the recent past, and the aging of the population. Overall, health spending growth is projected to average 5.8 percent during this period, rising to $5.4 trillion by 2024, while growth in nominal gross domestic product (GDP) is expected to average 4.7 percent. As a result, the health spending share of the economy is projected to rise from 17.4 percent in 2013 to 19.6 percent in 2024.
In the years following the recession and the accompanying modest economic recovery through 2013, growth rates for national health spending remained close to historically low rates near 4 percent. In 2014, however, national health spending is projected to have increased 5.5 percent, the first time growth would exceed 5.0 percent since 2007. This expected acceleration was mostly driven by health insurance coverage expansions under the ACA, as 8.4 million Americans are anticipated to have gained insurance coverage primarily through Medicaid or the new health insurance Marketplaces.
Additionally, partly as a result of expensive new treatments for hepatitis C, prescription drug spending is projected to have risen sharply to 12.6 percent in 2014, reaching its highest rate of growth since 2002. As a result, the projected acceleration in all other health expenditures (excluding prescription drug spending) is more modest than that in overall health spending: 4.8 percent in 2014, compared to 3.7 percent in 2013. In 2015 the health spending growth rate is expected to decelerate slightly to 5.3 percent, as the effects of the coverage expansions moderate and drug spending growth slows.
In the middle of the projection period, health spending growth rates are anticipated to average above 5 percent, as the expansion-related enrollment increases are projected to wane, while other factors become increasingly important as drivers of health spending trends. Health care prices during the period 2016-18 are expected to rebound from recent historically low growth rates, contributing to faster growth in projected health care costs. At the same time, in Medicare, per beneficiary inpatient hospital and physician utilization rates are projected to return to levels that are between the low rates experienced in recent history and the longer-term historical norms relative to recent history, resulting in faster growth in spending per beneficiary.
premiums is expected to accelerate, growing more than 5 percent annually, on average, in lagged response to more robust economic growth. Moreover, as the baby-boomer generation continues to age into eligibility for Medicare and as the Medicaid population ages, it is projected that nearly four out of every ten health care dollars will be spent on people enrolled in one or both of these two largely government-funded programs, in which per enrollee costs tend to be higher than average. As a result, national health spending growth rates are projected to be highest (above 6 percent) during the latter years of the projection period, and the share of total health expenses paid for by federal, state, and local governments is projected to increase to almost half. Notably, while these rates of growth represent the highest in the projection period, they are expected to be substantially lower than the average rates that were observed in the three decades prior to the recession.
Model And Assumptions
The national health expenditure projections are developed using actuarial and econometric modeling methods, as well as judgments about future events and trends that influence health spending. 2 The projections are based on economic and demographic assumptions in the 2015 Medicare Trustees Report, updated to reflect the latest macroeconomic data.
1,2 The Centers for Medicare and Medicaid Services (CMS) Office of the Actuary Health Reform Model was used to determine the major impacts of the ACA's expansion-related provisions on national health spending and insurance enrollment.
2,3
The health expenditure projections presented here are consistent with the 2015 Medicare Trustees Report, which incorporates recently enacted legislation that affects future Medicare physician fee schedule updates. 1, 4 These projections are inherently subject to substantial uncertainty related not only to the continuing effects of the ACA but also to variable macroeconomic conditions. Indirect effects of the ACA on the market for health care remain highly uncertain, including the behavioral response to reform on the part of consumers, insurers, employers, and providers throughout the projection period. Furthermore, with six years of historically low growth in health spending, questions have persisted about whether or not a more fundamental change is occurring in the health sector, notwithstanding coverage expansions.
The Office of the Actuary's projection approach, particularly as it relates to spending through private insurance, is based on analysis of more than fifty years of National Health Expenditure Accounts data that show a lagged, long-term relationship to economic (income) growth.
2 Recent health spending trends, while low by historical standards, are consistent with expectations inferred from economic trends in the preceding periods that recently peaked in 2002 and reached a trough in 2013. Thus, health spending growth is likely to accelerate in response to improvements in economic conditions that are projected over the coming decade. 5 
Chronological Outlook Of Trends
2014 After averaging 4.0 percent growth annually in the period 2008-13, 6 national health spending is projected to have grown 5.5 percent and to have reached $3.1 trillion in 2014 (Exhibit 1). This is largely due to spending related to the coverage expansions under the ACA, as well as to a substantial increase in prescription drug spending. In 2014, 8.4 million Americans are projected to have gained health insurance coverage primarily through either Medicaid or private plans (which include the health insurance Marketplaces). This led to faster projected growth in spending for these payers and to a projected reduction in the number of uninsured people to 35.7 million (Exhibit 2).
Another factor that contributed to faster projected health spending growth in 2014 is the sharp rise in prescription drug spending growth, which is projected to have accelerated from 2.5 percent in 2013 to 12.6 percent in 2014 (Exhibit 1). This acceleration is mainly due to innovative new specialty drug treatments for hepatitis C (with smaller contributions related to new pharmacological treatments for cancer and multiple sclerosis). 7 In addition, the constraint on price growth from patent expirations diminished somewhat in 2014 (patent expirations reduced drug spending by $19.6 billion in 2013, compared with $11.9 billion in 2014). 7 This allowed for faster overall growth in prescription drug prices, from 2.3 percent in 2013 to 4.1 percent in 2014.
Primarily as a result of the eligibility expansion under the ACA, Medicaid spending is projected to have grown 12.0 percent in 2014, contributing most significantly-compared to spending for other payers-to the projected acceleration in national health spending growth (Exhibit 3). Total Medicaid enrollment is projected to have increased 12.9 percent, to 66.5 million (Exhibit 2). However, since the newly insured are expected to be healthier than the average currently enrolled Medicaid beneficiary, per beneficiary spending growth is projected to have slowed sharply from 3.8 percent in 2013 to −0.8 percent in 2014. Specifically, of the total Medicaid population, the share of aged and disabled beneficiaries is projected to have declined in 2014 relative to 2013. 8 While aged and disabled enrollees represent the smallest share of enrollment categories in Medicaid, they account for the majority of spending. Absent the impact of the eligibility expansion, enrollment in the program was projected to have grown in 2014 similarly to 2013 (roughly 2 percent for both years), reflecting the effect of projected stable economic growth and lower unemployment rates. 8 The implementation of the health insurance Marketplaces, which provide many Americans with access to new or more generous coverage, contributed substantially to faster projected growth in private health insurance premiums and benefits in 2014. Private health insurance premiums are projected to have risen to $1.0 trillion and to have increased 6.1 percent, up from 2.8 percent growth in 2013 (Exhibit 2). This acceleration in premium growth is due to faster projected growth in premiums per enrollee of 5.4 percent, combined with enrollment growth of 0.7 percent. Growth in private health insurance benefits is also expected to have increased, although not as rapidly as premiums, reaching 5.9 percent (data not shown).
Despite the substantial projected acceleration in the growth of private health insurance spending related to the Marketplace implementation, growth was somewhat moderated by the increased prevalence of employer-sponsored private health insurance plans with high costsharing requirements. In recent years employers have increasingly been using these plans to reduce growth in health insurance expenses, and in 2014 roughly one in five employer plans were high-deductible plans. 9, 10 Therefore, even among the privately insured, many consumers are still reporting judicious use of medical care because of cost concerns. Out-of-pocket spending growth is projected to have slowed to just 1.3 percent in 2014 from 3.2 percent in 2013, as a result of the insurance coverage expansions (Exhibit 3). Consequently, the share of national health spending paid for out of pocket is projected to have declined from 11.6 percent in 2013 to 11.2 percent in 2014.
In addition to shifts in the sources of payment related to the expansions of coverage through Medicaid and the health insurance Marketplaces, the financing of health care is projected to have shifted further toward the federal government in 2014. This change reflects both premium and cost-sharing subsidies for coverage in Marketplace plans and a 100 percent initial fed- c Estimates reflect the Bureau of the Census's definition for resident-based population, which includes all people who usually reside in the fifty states or the District of Columbia but excludes residents living in Puerto Rico and areas under US sovereignty, and US Armed Forces overseas and US citizens whose usual place of residence is outside of the United States. Estimates also include a small (typically less than 0.2 percent of the population) adjustment to reflect census undercounts. Projected estimates reflect the area population growth assumptions found in the 2015 Medicare Trustees Report (see Note 1 in text). hibit 1), as two factors that contributed to faster growth in 2014 subside somewhat. First, there is a projected moderation of the effects of the Medicaid coverage expansion after the initial surge in 2014. Second, prescription drug spending growth is projected to decelerate, as lower costs associated with expensive specialty treatments for hepatitis C are negotiated between payers and the drug industry. 13 Medicaid spending growth is projected to slow to 8.2 percent in 2015, following the program's rapid initial expansion-related enrollment growth (projected enrollment slows to 5.9 percent in 2015 from 12.9 percent in 2014; Exhibit 2). Underlying this trend is an expected slowdown in Medicaid spending growth on physician and clinical services, which is projected to fall from 26.7 percent in 2014 to 6.0 percent in 2015. This reflects the drop in enrollment growth as well as the expiration of the temporary increase in Medicaid payments to primary care providers mandated under the ACA. 14 Growth rates in private health insurance premiums and benefits, however, are each projected to accelerate slightly, to 6.4 percent (Exhibit 2) and 6.0 percent (data not shown), respectively. Those sustained rates in private health insurance spending of about 6 percent largely reflects the faster growth (relative to 2014) in projected enrollment of 3.5 percent (Exhibit 2), which is mostly due to increased enrollment through the new health insurance Marketplaces. Conversely, growth in premiums per enrollee is projected to slow to 2.8 percent in 2015, in part because of the expectation of somewhat healthier Marketplace enrollees combined with fewer changes in the generosity of benefits offered to the overall privately insured population, relative to 2014.
Medicare spending growth is also projected to decelerate slightly in 2015, to 4.7 percent from 5.3 percent in 2014 (Exhibit 2). This is mainly Medical price growth in 2015 is projected to remain low, at 1.5 percent, based on the modest expected growth in payments from both private and public payers. The prevalence of highdeductible health plans (which tend to dampen growth in the demand for health care) and the presence of narrow networks in the Marketplace health plans are expected to help prevent sharp increases in health prices. 15 Also contributing to slower-than-average growth in prices are the ongoing productivity-adjustment reductions to Medicare payments and the expiration of temporary payment rate increases to Medicaid primary care providers in many states.
2016-18 National health spending growth is projected to average 5.3 percent in the period 2016-18 (Exhibit 1). This trend is the result of faster projected growth in both Medicare expenditures and medical prices but also of the diminishing impact of the coverage expansions.
Medicare spending growth is projected to average 6.3 percent over this period, compared to 4.7 percent in 2015 (Exhibit 2). Growth in per beneficiary Medicare expenditures is expected to accelerate from 1 percent in 2015 to 3.3 percent over the period 2016-18. This is a result of expectations that growth in the use and intensity of services provided will become closer to longerterm historical norms as aging baby boomers begin to require more care, particularly for hospital services, which have an average growth of 5.6 percent per year over the period, relative to 3.5 percent in 2015 (data not shown).
Medical prices are projected to rise at a faster rate in the period 2016-18, compared to the slow growth in the recent period. By 2016, concurrent with projected increases in economywide prices, the rate of overall medical inflation is anticipated to rise above 2 percent for the first time since 2011 (data not shown). Underlying this trend are expectations of rising costs associated with providing care, such as health care wages.
Medicaid spending is projected to grow 5.1 percent on average in 2016-18, considerably slower than in 2014-15 (Exhibit 2). Underlying this overall deceleration in growth is slower and more gradual average enrollment growth of 2.0 percent, as the major coverage expansion effects moderate. Conversely, growth in spending per enrollee is projected to accelerateaveraging 3.1 percent compared to −0.8 percent and 2.1 percent in 2014 and 2015, respectivelyas more expensive dually eligible beneficiaries (those eligible for both Medicare and Medicaid) age into the program during this time.
Although private health insurance enrollment is projected to increase by 5.4 million between 2015 and 2018, the growth rate of per enrollee private health insurance premiums is expected to remain modest, at 4.1 percent (Exhibit 2). This is a result of several factors. First, more employers are expected to provide high-deductible health plans as their only insurance option for their employees. 16 Second, the proliferation of health plans with a narrow network design is expected to increase, potentially limiting both the use and the price of health care goods and services in these plans. 17 Finally, the excise tax on high-cost employer-based insurance plans begins in 2018. This is anticipated to result in some employers reducing the generosity of their plans' benefits, to avoid the tax.
2019-24 Population aging and faster economic growth lead to average projected national health expenditure increases of 6.2 percent per year in 2019-24 (Exhibit 1). Medicare spending is projected to average 7.9 percent over this period (Exhibit 2), as more baby boomers continue to enter the program and as older beneficiaries are projected to use health care at higher rates than younger beneficiaries. Accordingly, per beneficiary Medicare expenditure growth is expected to average 4.9 percent over the period, and average enrollment increases of 2.9 percent are projected (compared to per enrollee and enrollment growth of 2.2 percent and 2.9 percent [data not shown], respectively, in 2008-13). In addition, the aging of the population is also expected to lead to increased Medicaid spending (5.9 percent growth over the period on average), particularly for assistance in paying for nursing home care. Average Medicaid spending per beneficiary during this period is expected to grow more rapidly than in the earlier portions of the projection period, at 5.1 percent.
Expected stronger economic growth in 2017-19 is anticipated to result in a lagged increase in the growth of health expenditures, since increases in the use of health care goods and services typically follow periods of faster growth in disposable personal income. Accordingly, private health insurance premiums are projected to increase faster in 2019-24 than in 2016-18: 5.6 percent versus 5.1 percent (Exhibit 2).
Growth in premiums is still expected to be outpaced by faster overall Medicare spending growth during 2019-24, because of the continued shift of baby boomers out of private health insurance into Medicare. Private health insurance enrollment is thus projected to increase at an average rate of 0.4 percent, or 2.4 percentage points more slowly than Medicare enrollment.
Finally, by the end of the projection period, medical price inflation is expected to reach 3.0 percent, which would be roughly twice as fast as recent price growth (data not shown). Expectations for rising economywide inflation together with higher input costs for providers contribute to this faster projected medical price increase. However, upward pressure is slightly offset by the persisting effects of Medicare payment productivity adjustments and insurance plans with higher cost sharing that are anticipated to lead to greater price transparency and more price sensitivity-which, in turn, is anticipated to temper price growth. With these changes in health insurance coverage, the share of national health spending paid for out of pocket is expected to decline from 11.6 percent in 2013 to 10.0 percent by 2024. Despite the Marketplace coverage expansion, private health insurance premiums, as a share of total health spending, are projected to decline over the period (from 32.9 percent in 2013 to 32.2 percent in 2024), as many older private health insurance enrollees are projected to shift into Medicare during these years.
Given the coverage shifts described above, by 2024 the share of national health spending financed by federal, state, and local governments is projected to rise to 47 percent from 43 percent in 2013, with total government spending projected to reach $2.5 trillion (Exhibit 4). The increase in governments' share is mostly due to expanded Medicaid eligibility, Marketplace premium and cost-sharing subsidies, and more financing of Medicare from general revenue as a result of a growing gap between dedicated Medicare financing and program outlays. health care by type of service also shifts (Exhibit 5). During the early part of the projection period, rapid spending growth in prescription drugs related to new specialty drugs, across all sources of payment, leads to a higher share of total health spending by the end of the period (9.3 percent in 2013 versus 10.4 percent in 2024). In contrast, spending for physician and clinical services is projected to grow more slowly in the near-term projection period, particularly among those with private health insurance, which leads to a lower share by the end of the period (20.1 percent in 2013 versus 19.1 percent in 2024). This expectation stems from increasing cost-sharing requirements in private plans that tend to slow growth in the use of benefits.
Major Topics In The Outlook For Medical Services And Goods

Hospital Services
▸ EFFECT OF COVERAGE EXPANSIONS: In 2014 total hospital spending is projected to have grown at a rate similar to that in 2013 (4.4 percent and 4.3 percent, respectively; Exhibit 1). However, the ACA coverage expansions are expected to have resulted in substantial shifts in spending among payers, consistent with the overall trend. The coverage expansions are projected to have led to faster spending increases for hospital services paid for by Medicaid (8.9 percent growth in 2014, compared to 4.5 percent growth in 2013) and private health insurance (6.3 percent growth in 2014 versus 4.0 percent growth in 2013; data not shown).With increased health insurance coverage, growth in out-ofpocket spending for hospital services is projected to have declined by 7.2 percent. The increased availability of private health insurance plans with high cost-sharing requirements, however, is expected to have continued to restrain the use of hospital services among enrollees. 12 This deceleration was driven primarily by slower growth in payments by private and other non-Medicare and non-Medicaid payers in 2014, compared to the growth in recent history, as well as by continued modest growth in payments from Medicare and Medicaid. By 2022 hospital price growth is expected to reach a peak of 3.1 percent. This is consistent with anticipated increases in input costs for hospital services, which are driven largely by expected growth in compensation.
Physician And Clinical Services ▸ EFFECT OF HIGH-DEDUCTIBLE HEALTH PLANS ON UTILIZATION: Despite the projected acceleration in overall spending growth for physician and clinical services to 4.8 percent in 2014 (from 3.8 percent in 2013) resulting from the coverage expansions, the proliferation of highdeductible health plans is expected to restrain growth in projected spending for physician and clinical services, in particular in the near term (Exhibit 1). 20 Recent data suggest that the prevalence of these plans and ensuing lower use may be significantly offsetting the effects of the coverage expansion in the Marketplaces on growth in the number of physician office visits made by consumers with private health insurance. 21 Given the prevalence of these plans and employers' expectations to continue or even increase offering them in the near future, growth in visits to physician offices is anticipated to remain modest in the near term of the projection period. 7, 9 ▸ PRICES: Growth in prices for physician and clinical services is expected to remain near historically low rates through the early part of the projection period and then, when economywide wage and price pressures are projected to increase, to return to rates closer to historical averages. Price growth remained low at 0.5 percent in 2014 (up from 0.0 percent in 2013) and is projected to accelerate slightly to 0.9 percent in 2015 before rising to 2.5 percent by 2024.
Several market dynamics contribute to slower projected near-term price growth. For private health insurers, increases in cost sharing as described above are expected to ease demand pressure on price and cost growth, despite increased enrollment through the coverage expansion. For Medicaid, the ACA-mandated temporary increase in payments to primary care providers is set to expire in 2015, which suggests slower Medicaid payment rate growth in that year. Finally, growth in the Medicare physician payment update is legislated to remain under 1.0 percent per year through 2019.
Prescription Drugs ▸ EFFECT OF CHANGES IN THE GENERIC DIS-PENSING RATE: Recent historically low rates of prescription drug spending growth have been driven by the shift from brand-name medications to less expensive generic drugs. This shift to cheaper medications has offset annual price increases for brand-name drugs.With the generic dispensing rate already at 82 percent in 2014, there is an expectation of only a small increase in this rate over the next ten years. As a result, annual price increases for prescription drugs are expected to average 3.0 percent during the entire projection period and to influence spending growth more than they have in recent history, after patent expirations of several top-selling brand-name drugs that were replaced in the market by less expensive generic versions.
▸ PRESCRIPTION DRUG USE AND MIX: In the recent period of historically low spending growth, there was also a period of relatively slow increases in the number of prescriptions dispensed. Over the next ten years, these increases are projected to rebound somewhat because of expectations of stronger economic growth, modifications in treatment guidelines, and changes in benefit management (for example, increased use of value-based purchasing plans) that stress better drug adherence for people with chronic health conditions to prevent the occurrence of adverse health events.
Prescription drug spending shifted more toward specialty drugs in 2014, with the introduction of new drugs to treat conditions such as hepatitis C and cancer. 7 This trend is expected to continue as research and development is increasingly targeted toward specialty drugs. 7 
Selected Topics In The Outlook For Payers
Medicare The recent passage of the Medicare Access and CHIP Reauthorization Act of 2015 affected Medicare payments to physicians and other Medicare payment adjustments. 22 Specifically, the act removed the Sustainable Growth Rate system methodology, which had previously determined payment updates to Medicare fees paid to physicians and mandated annual physician payment updates for 2015 and future years that averaged less than 1 percent per year. In 2019 physicians will choose to participate in either an alternative payment model or a merit-based incentive payment system. For 2019 through 2024, this legislation provides $500 million each year as an additional performance adjustment for providers in the merit-based incentive payment system who achieve exceptional performance. Providers receiving a substantial portion of revenue from alternative payment models will receive a lump-sum payment after each year equal to 5 percent of Medicare payments for reimbursed services in that year. The net result of these bonus programs will be faster growth in Medicare physician payments than the payment rates mentioned above would imply.
Medicaid ▸ PROJECTED COSTS ASSOCIATED WITH THE EXPANSION POPULATION: Although those newly enrolled in Medicaid are anticipated to be generally healthier in 2014 than the pool of all Medicaid beneficiaries in 2013, the average benefit costs of newly eligible adult enrollees are projected to have been 19 percent greater than the costs of previously eligible adult enrollees in 2014. 8 This trend is due in large part to coverage of the expansion population through Medicaid managed care plans. The plans had higher average capitation rates for the newly eligible adult enrollees that assumed both pent-up demand and a higher level of acuity or morbidity among newly eligible adults, which suggests more intensive care. However, over the remainder of the projection period, per enrollee costs for newly eligible adults are projected to fall below such costs for other adults, as the effects of pent-up demand and adverse selection from the newly eligible population diminish.
▸ GROWTH OF MEDICAID MANAGED CARE: Enrollment in managed care plans within Medicaid increased significantly over the period 2001-13, and, as a result, total Medicaid payments for managed care plans grew more rapidly on average (11.9 percent) 8 than did overall Medicaid expenditures (an average of 6.4 percent; data not shown). Over the projection period, states are generally expected to continue shifting to managed care plans for other types of Medicaid enrollees and the majority of newly eligible adults.
Conclusion
Over the eleven-year projection period (2014-24), health spending growth is expected to increase at an average annual rate of 5.8 percent. By 2024 health spending is projected to account for 19.6 percent of GDP, up from 17.4 percent in 2013.
These trends are in contrast to the experience beginning with the recession and continuing with the modest recovery through 2013, when health spending growth remained at near historically low rates (averaging 4.0 percent during 2008-13), and the health share of GDP was essentially unchanged. However, a closer look at the recent period suggests that some factors in these years (the impacts of slow income growth, loss of insurance coverage, slow economywide and health-specific price growth, and increases in generic drug dispensing) are not likely to persist, whereas others (such as the increased prevalence of insurance plans with greater costsharing requirements and various legislative impacts on Medicare payment updates) are likely to have more lasting effects.
In the projection period, a number of factors are expected to contribute to faster spending growth, including coverage expansions from the ACA, faster growth in medical care use as a result of improved economic conditions and population aging, and faster economywide and medical price increases in the face of rising wages.
Ultimately, these longer-lasting factors result in relatively modest projected health spending growth over the next decade, averaging close to 6 percent per year (compared to the average annual growth of about 9 percent over the three decades prior to the recession), even during a period when the uninsured population is expected to decline by almost eighteen million. ▪ 
